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Recommendations on Income Taxes

in Respect to H.R. 8300
COMMITTEE ON FEDERAL TAXATION
AMERICAN INSTITUTE OF ACCOUNTANTS
Section

2(b)

34

1
Is there a loophole that permits an affluent father to
support a married daughter whose husband is capable of
supporting the daughter, but who refrains from doing so
because of the greater advantage to the father, taxwise,
in establishing head-of-the-family status where the daughter
and husband do not file joint returns?

2
Dividends from stock insurance companies subject to the
regular corporate tax should be eligible for the dividend
exclusion, credit, and deduction allowed on corporate
dividends.
3

34(a)(1)

For ease in administration and application, the dividend
credit should be applied to dividends received after Decem
ber 31, 1953 and the percentage credits in 1954 and 1955
should be scaled down accordingly.
4

34(e)

A possible abuse of the dividend credit exists through the
purchase of stock just before the dividend is paid and the
sale immediately thereafter in order to use the credit as an
offset to any short-term gain income that the taxpayer may
have. A possible solution is to condition the credit upon a
prescribed holding period before and after the stock goes
ex-dividend.
5

34(e)

Though not related to the credit, a similar tax saving device
exists in going short the stock just before dividend pay
ment, and covering right after. A possible solution is to
treat the dividend on the short stock as part of the cost of
the covering stock rather than as an ordinary deduction.
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6

Section
34(e)

The dividend credit also sets up a tax saving impetus in
borrowing to buy stock. Assuming the interest deduction
and dividend income offset each other, the taxpayer is
ahead by the amount of the dividend credit.

7
62(2)(D)

This provision, relating to trade or business expenses,
should apply to all outside representatives of an employer
rather than just salesmen.
8

76

Discharge of indebtedness should not result in income
greater than amount of solvency.
9

76(a)(1)

This provision, relating to discharge of indebtedness,
should include payment in property.

10
76(b)

The treatment of discharge of indebtedness should not be
conditioned upon how the creditor treated the item.

11
101(a)

There should be an affirmative provision that exemption
of life insurance proceeds does not apply to an outside
purchaser of the insurance policy.

12
101(b)

In view of the intent to remove the restrictions in the 1939
Code, this provision with respect to the $5000 exclusion
should be made effective in respect to deaths occurring
after December 31, 1953.
13

101(b)(2)

It should be made clear that the $5 0 00 payment is to be
considered as a deduction by the employer.

14
164(d)

Reference “real” property should be deleted throughout so
that the apportionment will apply to any property taxes.
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15

Section
164(d)(1)

The apportionment of taxes should apply not only to sales
but also to other dispositions, such as exchanges.
16

165(e)

The loss should be allowed in either the year of theft or
the year of discovery. Otherwise the taxpayer may, as a
result of the theft, find himself insolvent in the year of
discovery.

17
165(g)(1)

The deduction for worthlessness should be made independ
ent of the possible workings of section 267 where the
securities involved are those of a related taxpayer. (This
correspondingly applies to section 166(d)(1)(B).)

18
166(f)

A foreclosure should be treated as a closed transaction
with the fair market value of the property repossessed
treated as a reduction of the amount of the debt.

19

167(b)(2)

The proposed depreciation rules would entail complex
schedules and computations of depreciation for those
desiring the declining balance method. Assets would have
to be classified between those acquired before December
31, 1953, and those after. Those after would in turn have
to be classified between original user and second hand.
It will also be necessary to identify construction before
and after December 1953 and related cost. A practical
approach is to permit the declining balance method to the
net balance of all depreciable assets at December 31, 1953
at double the normal life rates, and to all acquisitions
thereafter.
20

167(b)(2)

Attention is called to the fact that by reason of the elimi
nation of the factor of salvage value in the computation of
the declining balance method, the resulting initial amount
of depreciation may be considerably more than twice what
is allowed under the straight line method. The situation
becomes accentuated in those cases where assets have a
very high salvage value.
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21

Section
167(b)(3)

The limitation of the amount of depreciation under other
methods to the aggregate allowable under the declining
balance method should be removed. The limitation can,
at a particular point of time, destroy the effectiveness of
such an approved depreciation method as the unit of produc
tion. Furthermore, it is not clear whether the limitation
embraces the restrictions of section 167(c). If it does and
if there is no construction or original user acquisition after
December 31, 1953, nothing will be allowable to the user
of a method other than the straight line method.
22

167(c)(1)

In any event, the declining balance method should apply to
the entire construction, etc., if completed after December
31, 1953.
23

167(c)(2)

Eliminate the original user concept. Where property is
acquired after December 31, 1953 from a related taxpayer
the acquisition date should be deemed the date of first
acquisition by related taxpayers.

24

167(e)

1. The elimination of depreciation rate disputes by mechan
ical arrangement such as the 10% margin test is unsatis
factory. The present policy, under the Commissioner’s
recent directive, is effectively solving, on an administrative
basis, the dispute area concerning depreciation. It should
be left that way.
2. As an alternative, if a differential must be provided by
statute, a 25% differential rather than 10% would be nearer
to the practical area of difference.
25

170

170

Charitable contributions in kind should be treated as a
sale or exchange at fair market value to avoid inordinate
tax benefit or inequity. This should be made effective
from the date of enactment of the new bill.
26
Contributions in excess of prescribed limits should be
allowed to be carried forward.
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Section

171

27
The converse of the premium on tax-free bonds should
apply to a discount. A taxpayer should be permitted to
increase his basis by a proration of the discount to maturity.
At present a capital gains tax can be levied on what is
really part of tax-free interest.
28

171(b)

The three-year call provision merely sets up another
arbitrary criterion and does not deal effectively with the
loophole. The premium should, in the first instance, be
amortizable from date of acquisition of the bond to date
of maturity. In the event of an actual call before maturity,
the unamortized premium should be allowed as a deduction
in that year.
29

172

The effective date of the net operating loss provision will
create a distortion for fiscal year taxpayers. For example,
companies on a November 30 fiscal year will not be able to
apply the two year carryback in respect to its operations
for the eleven months in 1954. This should be corrected in
the same way as was recently done in the Technical Change
Act in respect to 1947 and 1948 fiscal years, that is to
allow a prorata computation under the 1939 and 1954 Codes
based on the number of months in 1953 and 1954. (This
same principle should apply throughout the Code. There
should be no undue advantage or disadvantage in respect
to taxpayers on a fiscal year. Some of the sections to
which this applies are sections 174(a)(2),
175(d)(1),
248(c), 267(d), and 462.)
30

172(d)(5)

The dividend and other deductions in Part VIII and in
section 9 22 should be permitted to stand in the loss year
and the carryback and carryforward years.
31

174(b)(1)

The parenthetical material in the last sentence, relating
to benefits from research should be eliminated. There may
never be benefits realized from the research, and establish
ing time or extent of abandonment may be impossible.
32

174(b)(2)

It should be made clear what the status is of undeducted
research and experimental expenditures of prior years.
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Section

33

213(b)

Eliminate the separate limitation on medicine and drug
costs. It sets up a difficult allocation and computation
problem that is hardly worthwhile for the amounts involved.
34

213(d)(2)

The limitation on the deduction of expenses of the last
illness should be removed. The expenses of the last
illness should be deductible for both income and estate
tax purposes just as if the amount had been paid by the
decedent.
35

214(a)

The words “during such year” should be deleted. Other
wise there is an unnecessary complication for an expense
of child care which is ordinarily on a cash basis.
36

243

The deduction on intercorporate dividends should be 100%.
37

243

Since in the case of dealers in securities stocks are part
of their inventory, no dividend deduction or credit should
be allowed except for dividends on stock held for invest
ment account.

38

248

The deduction for organizational expenditures should be
mandatory rather than elective.
39

248

This provision, relating to organizational expenses, should
be expanded to include reorganization, registration and
stock listing costs.
40

267(a)(2)(A)

If the amount accrued is not paid within 2% months after
the close of the year of accrual, the deduction should
nevertheless be allowed if the related party reports the
item as income either in the year of accrual or the suc
ceeding year.
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Section

267(b)(9)

41

The bill should define what is meant by control of a chari
table organization. The approach in section 503(c) might
provide a guide.
42

267(d)

The basis for determining gain or loss to the transferee
should be the same as the basis to the transferor. This
should also apply to the holding period.

43
272(a)

Eliminate the provision relating to certain administrative
and other expenses in connection with timber cut. The
accounting segregations and computations that will be
involved are most difficult if not impossible. Furthermore,
it is not clear why all the expenses are deductible while
the timber is standing and become non-deductible when
the timber is cut.

44
275

1. This section, dealing with the disallowance of interest
on certain debts and securities, should be eliminated.

2. In the alternative the section should be made effective
only for issues after enactment. If the section is retained
then regardless of the time of issue, the credits, deduc
tions and exclusions of sections 34(a), 116, and 243(a)
should apply.
45

302(a)

Where stock redeemed is treated as the distribution of a
taxable dividend the basis of such stock should be added
to the basis of any other stock owned by the person in that
corporation. If there is no stock then a capital loss should
be allowed in respect of the basis of the stock redeemed.
Otherwise the basis completely vanishes. (This corre
spondingly applies to section 304.)

46
302(c)

The ten-year period applicable to reacquisitions provided
by this section should be changed to five years.
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Section

302(c)(2)(A)

47
The parenthetical insert defining the type of interest in a
corporation should be removed. It is unnecessarily re
strictive. On the other hand, the word “interest” should
be broadened to include the type of interest defined in
sections 544(a)(3) and 544(b), namely, options and con
vertible securities.

48
302(c)(2)(B)

The reopening of closed years in the event that redemption
is later held to be a dividend should also be applied for
changes in income caused by changes in basis calculations.

49

302(c)(2)(B)

This provision, with respect to acquisition of an interest
in the corporation should exclude reacquisitions through
foreclosure. On the other hand, as recommended for section
302(c)(2)(A), reacquisitions through options and convertible
securities should be included.
50

303(b)(1)(B)

The additional period of time within which redemption of
stock to pay death taxes may take place should not be
restricted to the period before the Tax Court but should
include any court.

51
304

An exception from treatment as a dividend should be
provided for redemptions to pay estate tax under section
303.
52

305(b)

It is not clear whether an exchange of bonds for stock
would be tax-free if part of the stock was to pay for interest
in arrears.
53

305(c)(1)(A)

1. Since a straight stock dividend would have been nontaxable, a distribution in this form should be nontaxable.
2. In any event, limit the measure of the dividend to the
excess of the fair market value of the dividend stock and
the related nonparticipating stock after the distribution
over the basis of the related nonparticipating stock before
the distribution, but not in excess of the amount of arearage
or the amount of earnings or profits of the distributing
corporation.
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Section
305(c)(1)(B)

54

This provision with respect to distributions by corporations
should be extended to cover options payable either in stock
or “securities”. Otherwise, an option to take stock or cash
is taxable as a dividend, whereas the equivalent option to
take stock or bonds is not taxable.
55

306

The old rule on boot should be restored. It worked out a
sound economic result. The proposed rule of first matching
principle amount of securities against principal amount
does not attain the same result.
56

306(b)(2)

The gain or loss involved in a disproportionate distribution
should be classified as a gain or loss resulting from a sale
or exchange. (This correspondingly applies to section
306(d)(2)(A) and (B).)

57

306(c)(2)

Provision should be made for stock with no par, no stated
value, and no call price. The amount the stock is entitled
to upon liquidation could be the criterion. (This corre
spondingly applies to sections 306(c)(3) and 310(c).)

58
306(d)

This provision as to exchanges for securities, etc., is
unrealistic if based on very minor retention of stock. As
a minimum, the 1% rule in section 302(a)(5) should be
applied to distinguish the application of section 306(d)
from section 306(b).

59

307(b)(1)

As a further simplification, no allocation of basis should
be required in connection with stock dividends under the
15% limitation.
60

308(b)

The measure of imputed gain on Lifo inventories should be
the assumed realization by the corporation of the fair
market value of the inventory. Otherwise it may be difficult
if not impossible to determine what the inventory would
have been on a Fifo basis.
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Section

61

308(c)

It should be specified that the gain or loss recognized to
the distributing corporation is classified as a gain or loss
resulting from a sale or exchange.

62

309

The remedy for the “bail-out” is to tax the person bailing
out. To tax the corporation makes minority stockholders
bear the brunt of the tax saving of a particular stockholder.
Furthermore, the 85% tax is easily defeated by a sale of the
stock to a proper buyer such as a subsidiary company of
the stockholder, or a charity, or an insurance company that
will hold the stock for the ten-year period. The net result
is that the tax is likely to serve merely as a trap for the
unwary. The remedy is to tax the “bail-out” as ordinary
income. The identification of the “bail-out” can be along
the lines prescribed in the bill. In no event should the
“bail-out” category attach to stock that had been originally
issued for value or stock that had been previously taxed
as a dividend.
63

309(a)

The ten-year period provided by this section should be
changed to five years. The five-year period should in any
event apply to distributions prior to the effective date of
the bill to accord with administrative practice.

64

309(a)(2)

This provision as to redemption of nonparticipating stock
should be deemed complied with not only by concurrent
redemption but also an antecedent redemption of the related
participating stock.
65

309(a)(2)

Extend the provision so as to cover concurrent redemption
of non-participating stock on which a preferred stock
dividend had been issued.
66

309(a)(3)

The 105% test should apply not only to “property” but
also “securities” for which the redeemed stock was issued.
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Section

67

309(b)

Is this provision, relating to redemptions of nonparticipating
stock, intended to apply to a case where, in a section 352
or 353 transaction, nonparticipating stock is exchanged tax-free
for participating stock, and the participating stock is later
redeemed?
68

309(c)

The provision as to date of issuance should apply only to
nonparticipating stock issued after the effective date of the
provision. If stock acquired before then is, after that date,
exchanged for other stock in a nontaxable transaction, the
stock acquired shall take the issue date of the stock given
up.
69

311(b)

There should be added to the 50% value requirement the
additional requirement that there be ownership of more than
50% of the combined voting power of all classes of stock.
70

311(c)

1. A beneficiary should be deemed to own only his prorata
part of the interest of the trust or estate just as is done in
the case of partnerships, and a contingent or future bene
ficiary should be deemed to own no part.
2. In any event, the sole test should be the interest in the
income, and because of the difficulties of computation the
actuarial test should be removed.

71

312(a)(1)(B)

The separate segregation of the current year’s earnings
should be eliminated and the parenthetical provision should
be made part of (A). The current-year test is a hangover
from the undistributed profits tax that has long since been
repealed.
72

312(c)

1. Instead of the word “securities”, it would be more
clarifying to use a word such as “indebtedness”. The
definition should exclude subdivisions (1), (2) and (3). The
definition should affirmatively require that there be a fixed
date or dates for the payment of principal.
2. In the alternative, if any distinction in this subchapter
is continued in reference to publicly-held corporations, sub
divisions (1), (2) and (3) should not apply to such corpora
tions.
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Section

73

312(c)

Subdivisions (1), (2) and (3) should not apply to securities
issued as a dividend. Otherwise there is a possible
loophole in the tax-free distribution of a subordinated
debt that the 25% stockholder then sells to an outsider.
The selling stockholder would realize capital gain. In
the hands of the buyer, the subordinated debt becomes
regular debt with interest fully deductible and redemption
free of dividend status.

74

312(d)

Nonparticipating stock should be defined as
is limited in its interest both as to earnings
bution of assets. Participating stock should
as “all other stock” to insure that there will
a participating stock.

stock that
and distri
be defined
always be

75

312(f)

The definition of property should be extended to include
open account indebtedness. Otherwise that item is not
provided for.

76

331(d)(2)

Appreciated inventory should be dealt with as suggested
for section 308(b), namely, as if realized by the liquidating
corporation. The provision as written is inequitable and
unrealistic. What would be the situation if the only asset
of the corporation is appreciated inventory and the stock
holders’ basis is in excess of the basis of the inventory
to the corporation? Does the differential vanish?
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Section

331(e)(1)

77
Under section 165(g)(3) a loss from the worthlessness of a
stock or bond would be an ordinary loss. Under the work
ings of sections 331(c) and 331(e)(1) a capital loss would
result. The two should be coordinated.
78

332(b)(1)

For the purpose of determining personal holding company
status, the imputed dividend should not constitute gross
income.
79

332(b)(1)

In the case of a corporate shareholder, it should be made
clear that the 100% deduction is not in any way to be re
stricted by the amount of net income, through section 246(b).
80

333(c)

A distribution of inventory assets should be the equivalent
of realization by the distributing corporation on those
assets at their fair market value. The receiving stockholder
should compute gain or loss based on that value. (This
proposal adopts the theory of section 751 in relation to
partnerships.) The subsequent disposition of the inventory
assets by the stockholder would give rise to capital or or
dinary gain or loss dependent upon the status of the assets
in the hands of the stockholder.
81

334(d)

In the event that the recommendation in respect of section
333(c) is not adopted, section 334(d) should not apply to
the amount allocable to stock acquired prior to the effec
tive date of the provision by purchase from other than the
corporation, nor should it apply to stock acquired by in
heritance.
82

336(a)(2)

If the business was in existence for less than 5 years then
the period of its existence should control. If this is not
accepted then in determining the 5-year period there should
be tacked on the period that a predecessor business was in
existence if that business was acquired in a nontaxable
transaction.
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Section
336(a)(2)(A)

83

Instead of a requirement for separate books and records, it
should suffice that the income of the terminated business
should be determinable from the accounting records. (This
correspondingly applies to section 353(c)(2).)
84

336(a)(2)(C)

336(d)(3)

Instead of the test of personal holding company income,
the test in section 165(g)(3)(B) should be applied. (This
correspondingly applies to sections 353(b) and 353(c)(3).)
85
Rights to income should be defined as limited to items
earned but not yet includible because of the method of
accounting followed by the taxpayer.

86

336(d)(4)

351(a)

The definition of “inventory assets” in connection with
liquidations should be extended to include depletable
property.
87
Under this provision it would be possible to make a nontaxable transfer of property to a controlled company for a
demand note because of the way “securities” is defined
in section 312(c). Is that intended? Furthermore, there is
no tie-in between sections 351 and 306 as to boot, or vice
versa.
88

353

353

Doesn’t this section permit too wide a latitude for tax-free
spin-offs? For example, a spin-off of tax-free investments,
real estate, oil leases, etc., will not entail personal hold
ing company income, and will therefore not come under the
definition of an inactive corporation. There can be taxfree or capital gain realization of what might otherwise
appropriately be taxed as a dividend.
89
Is it intended that the stock of a five year old operating
controlled subsidiary can be distributed tax-free and the
stockholders immediately sell that stock and realize capital
gain?
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Section
353

90
Is it intended that cash can be spun off through a newly
created subsidiary and by waiting ten years the divided
avoided?
91

353

Doesn’t this make possible the deliberate elimination of
earnings and profits by investment in the stock of an active
company and distributing that stock to the stockholders?
92

353(a)
4

It is not clear whether the spin-off provision prevails over
the liquidation provision of section 331 or the reorganization
provision of section 359(c), if, in the liquidation or reor
ganization a spin-off is also involved. Furthermore, if in
connection with the liquidation, gain on the spin-off portion
is recognized, it is not clear whether section 3Q6 as to
boot would be applicable.

93

353(a)

The last sentence in this provision, covering distribution of
stock or securities of a controlled corporation, seems to be
in conflict with what is intended by the type of transaction
covered in section 359(d).
94

353(b)

353(b)

353(b)(1)

What happens to the basis of the stock of an inactive
corporation where there is realization on that stock within
ten years after the spin-off? There should be an affirma
tive provision to avoid a vanishing basis.

95
It should be made clear that this provision attributing or
dinary income to certain stock dispositions does not apply
to outside purchasers of stock of inactive corporations.
96
The time of receipt of the proceeds of sale should not con
trol, but rather the time of sale. Otherwise a loophole is
opened through a sale immediately after the spin-off with
deferred payments not to commence until after the ten-year
period.
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Section
353(b)(1)(B)

353(d)

97

The second and third subdivisions of this provision should
also apply where basis is determined by reference to fair
market value on the optional date instead of the date of
death.
98
Is it intended that the stockholders be given an election
whether to treat the distribution as taxable or non-taxable
by the mere failure to file the agreement?

99

354(b)

This provision relating to gain or loss on corporate ac
quisitions and separations, should be clarified as to
whether in the case of a statutory consolidation the con
sideration can be other than stock. The stock limitation
is now mentioned only in connection with mergers. It
should also be clarified whether mergers are restricted to
two companies while consolidations may involve two or
more companies.

100

355(a)

Only section 355(a)(2) should be applied to property ac
quired after December 31, 1953. As section 355(a)(1) now
reads property acquired in January and February of 1954
would be affected, and this is contrary to the effective date
under section 391.

101
355(b)

The reference to acquisition after December 31, 1953
should be eliminated. As it now reads property acquired in
January and February of 1954 would be affected and this is
contrary to the effective date under section 391.
102

355(b)

The basis provision for stock acquired in corporate ac
quisitions and separations should be related to net assets
of the corporation rather than to the gross assets in order to
adjust for liabilities.

103
355(c)(1)(A)

Instead of date of enactment substitute the effective date
of the provision. (This correspondingly applies to section
355(c)(2)(A).)
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Section
356(2)

104
There should not be capital gain status where the related
asset was not a capital asset.

105

357

357

357(a)

Should this provision, relating to reincorporations, apply at
all when the net effect of liquidation and reincorporation is
the same as if there were a spin-off in the first instance?
106
To prevent a loophole a reincorporation should be deemed
to have taken place if the assets are acquired indirectly by
the new corporation, such as by lease from the stock
holders.

107
Provision should be made for either the recovery or the
offset of the tax, if any, originally paid by the stockholder
in connection with the liquidation. The statute of limi
tations should be extended for this purpose.
108

359(a)

359(b)

The distinction between publicly-held companies and
privately-held companies should be eliminated and the same
rules applied to both. (This correspondingly applies to all
of subchapter C and to section 532.)

109
Subdivision (2), embodying the 25-400% requirement, and
the sentence immediately following it should be eliminated.
(This correspondingly applies to section 359(c).)
110

359(b)

Shouldn’t there be a limitation restricting the consideration
solely to stock on a corporate acquisition of stock, just as
is provided in section 359(c)?
111

381

It should be made clear that nothing in this section pre
cludes its application to an insolvency reorganization
under section 371.
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Section

381(a)

112
It should be made clear that the carryovers apply in a
series of successions.
113

381(a)(2)

Corporate separations (section 359(d)) should likewise be
included in respect to items covered in section 381(c)(4)
through (12) and (15) and (16) subject to regulations to be
prescribed by the Secretary or his delegate.

114
381(c)

381(c)(1)(B)

381(c)(1)(B)

In addition to listing specific items, it should be provided
that for all other purposes the successor stands in the
shoes of the predecessor.

115
Since the loss on liquidation would be only a capital loss,
the corporation should have the election to forego the
capital loss and have the complete carryover.
116
Inorder to avoid a possible double benefit where the invest
ment in the subsidiary becomes worthless, the parent com
pany should be entitled to either the loss or to the carry
over but not both.
117

381(c)(16)

Eliminate the last sentence relating to stock, etc., trans
ferred, as the transaction there covered has no bearing on
the income determination of the corporation.
118

— 382

In order to effectively close the loophole dealt with, the
tax effect of a change of stock ownership should be the
equivalent of the purchase of the assets of the corporation
at the price paid for the stock and the creation of a new
corporation by the purchaser.

119
382(a)

The loss of the current year in which the change of stock
ownership occurs should likewise be disallowed on a
prorata basis. The manner of proration should be prescribed
by regulations.
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Section
382(a)

120
Eliminate the parenthetical reference to a publicly-held
corporation.
121

382(c)

The test of the ownership by the ten persons should be the
same as the test in section 382(a)(1), namely, the fair
market value of the outstanding participating stock. In any
event, the concept of percentage of stock requires clarifi
cation, particularly if there are two or more classes of
participating stock outstanding.
122

391(a)

In order to permit consummation in an orderly manner of
transactions covered by subchapter C, the effective date
should be 90 days after enactment or January 1, 1955,
whichever is later.
123

401(b)(1)(C)

It should be made clear whether or not separation from
service embraces a change of status from an employee
to a partner.
124

403(b)

This provision should specify that accrued compensation
of one year that is paid before the close of the next year
of the employer shall not be considered a deferred arrange
ment.

125
421

In order to permit the qualification of plans involving
stock in closely-held corporations, a formula should be
provided which the taxpayer may elect to use for valuation
of stock. Such a formula might be based on book value or a
specified number of times earnings of a fixed number of
years. The formula would apply solely for the purposes of
qualification, and no inference would attach to the formula
wherever else value determination is required. (This same
principle can be used elsewhere in the statute where value
is a factor in qualifying rather than in determining gain or
loss.)
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126

Section

441(e)

The 52-53 week year election should be available to any
taxpayer meeting the tests of section 441(f), and not
limited to corporations.
127

441(g)

A taxpayer already on a fiscal year under the 1939 Code
should continue on that basis. The requirement about
“books” should be “books or records” since many in
dividuals have the necessary records for fiscal year de
termination of income but do not keep formal books. In any
event fiscal year reporting should be permitted by consent
of the Secretary. Section 442 may not cover this because
of the categorical requirements of section 441(g).
128

443(b)(2)(C)

Eliminate the elective feature of the tax computation on the
change of annual accounting period. The rule should be
absolute that the tax for the short period will always be
the lower of the various ways of computing it.
129

446(d)

It should be made clear that a different method of account
ing may be used for personal affairs from the method used
in the business affairs of the same taxpayer.

130
452

Certain types of liabilities may have no definite termination
date; for example, coupons and tickets. These liabilities
should be permitted prepaid income treatment and the
classification in (a) or (b) should be based on experience.

131
453(d)

This provision, dealing with dispositions of installment
obligations, should not be deemed to apply to transfers
such as incorporations and reorganizations in which no
gain or loss is recognized and which are not covered by
section 381(c)(8).
132

461(c)

The word “real” should be deleted so that application of
this provision as to accrual of taxes will be to all property
taxes.
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Section
461(c)

133
An election similar to that in section 462(c) for estimated
expenses should be provided for accrual of real property
taxes. On a mandatory basis, unintentional damage may
be done to taxpayers previously required by the government
to use the lien date. If the lien date for the 1954 tax is in
1953, section 461(c) will result in no tax deduction for
1954.
134

461(c)(1)

The first line should be changed to read as follows:
“Where the deduction for taxes is computed under an
accrual method of accounting, ...” to cover a hybrid method
of accounting under which taxes are accrued.

135

461(c)(2)

Since not all taxpayers have been placed on the lien basis
for deducting property taxes, the word “allowed” should
be substituted for the word “allowable” in both sentences
to make sure the deduction is not denied completely.

136
462(a)

To avoid the impact on the revenues in the transitional
year where there will be a deduction both for the actual
expenses and the estimated expenses, and in order to
avoid undue distortion of income, the addition to the re
serve should be spread as a deduction over the transitional
year and the two succeeding years.
137

462(a)

Considering the departure that is involved from the previous
rules, and pending the development of experience regarding
the respective items, the application of the new rules as to
the reasonable addition to reserve should be in the discre
tion of the Secretary or his delegate, just as has been the
case heretofore with the addition to the reserve for bad
debts.

138

462(d)(1)

The definition of estimated expenses should be narrowed to
permit the deduction of only those expenses related to the
current year and prior years subsequent to election. Other
wise, as the provision now stands, it would seem that
interest for all years to maturity would be currently de
ductible.
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Section
462(d)(1)

139
The term “estimated expenses” should not be limited to
“deductions” but should also include items of exclusions
from gross income so as to cover costs of goods sold.
140

472(c)

This condition as to financial reporting should be elimina
ted. It is the only part of the Code that creates any interterlink with financial reporting. There is no warrant for
the provision. (This also applies to section 472(e)(2).)
141

481

In the case of an involuntary change in accounting method,
adjustments should be spread out in accordance with the
principles of section 1311, etc., or over such lesser period
of time as the Secretary or his delegate and the taxpayer
may agree.
142

482

Whenever this provision permitting the Secretary to allocate
income or deductions is applied, there should be the auto
matic right and obligation in the other party to the transac
tion to pick up the effect of the adjustment and the statute
of limitations should be deemed reopened for the purpose.

143
501(e)

505

The effective date of this provision relating to employees’
trusts should be the time of enactment of the Code. (This
correspondingly applies to sections 511 and 512.)
144
The effective date of sections 503, 504, and 505 should
be the date of enactment of the new Code. These sections
deal with certain prohibited transactions, unreasonable
accumulations, and allowable investments and impose such
limitations, for the first time, in respect of employees’
trusts. In general, the effective date of such provisions is
March 1. 1954.
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Section

505(a)

145
1. The requirement for valuation of the assets of the
the employees’ trust should be eliminated. It will magnify
controversy and uncertainty in an area where a great deal
can be at stake. The tests should be pivoted around the
adjusted basis of the various items involved.

2. In any event the requirement for quarterly valuation is
impractical. If there is to be any valuation at all, it should
be only once a year at the close of the accounting period.
146

505(a)

1. The violation of this provision relating to allowable in
vestments should not entail any more penalty than the
taxability of the income from the prohibited investment.

2. In the alternative, the violation should have the same
effect as engaging in a prohibited transaction by a chari
table organization, namely the denial of the exemption
prospectively. Otherwise employers will face retroactive
disallowance of contributions to the pension trust because
of action by a trustee over whom the employer has no
control.
147

532(b)(1)

This provision relating to publicly-held corporations,
should be eliminated.
148

534(c)

Thirty days is not enough time for the preparation of the
statement justifying an accumulation of earnings and pro
fits. The period should be extended to at least sixty days.
149

535(b)(1)

The 85% tax in section 309 should be allowed as a de
duction in computing the tax on accumulated income.
150

535(b)(1)

542(b)(2)(A)

The same election in reference to the handling of taxes
paid as distinguished from taxes accrued that is in section
545(b)(1) should be made applicable to section 535(b)(1).
151
The three-year requirement should be the period of exis
tence of the affiliated group if less than three years.
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Section
545(b)(1)

152

The 85% tax in section 309 should be allowed as a de
duction in computing the personal holding company tax.

153

547

The former provision regarding consent dividends by per
sonal holding companies should be restored and be made
available to liquidated corporations as well as existing
corporations.

154

666(a)

Isn’t there a loophole possible by an arrangement whereby
a trust accumulates all of the income except the income for
the last five years, and then distributes the accumulated
income? There would be no pushback application to a
situation of this sort.

155

702(c)

Clarify the use of the word “gross” where it last appears
so that it will carry out the intent expressed on page A222
of the Ways and Means Committee Report and will not be
inconsistent with the definition in section 61(a)(13).
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Section
704(b)

156
Provision should be made for the method of profit alloca
tion among partners where a partner is guaranteed an amount
of profit. The guarantee should be treated as a reduction
of the amount of profit and the remainder used in determin
ing the proration of classified items.

157
704(e)(2)

705

To prevent a possible loophole, the requirement for allow
ance of compensation for services rendered to the partner
ship should embrace the services of all partners and not
merely the donor.

158
It should be made clear that a partner’s basis at the time
of the termination of the effectiveness of the 1939 Code is
the measuring amount for the partner’s basis at the begin
ning of the effectiveness of the 1954 Code.
159

706

706(b)(1)

Page A225 of the Ways and Means Committee Report men
tions annualization of the partnership income for short
periods. There is no provision in the Code to this effect
and any such provision would be inappropriate. Correction
should be made of this through appropriate reference in the
Senate Finance Committee Report.
160
1. A new partnership should have the right to select a fis
cal year of its own choice.

2. In any event, a partnership that with permission changed
from the calendar year to a fiscal year late in 1953, should
be permitted to remain on such fiscal year, even though the
short taxable year began on or after January 1, 1954.

707(b)

161
A sale or exchange of property between a partner and a
partnership should not give rise to gain or loss. It should
be treated as a contribution by the partner and withdrawal
of cash from the partnership or vice versa. The extent of
the interest of the partner in the transaction should be im
material.
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Section

162

707(c)

To avoid bunching of income or unwarranted flexibility in
respect to the timing of income, this provision, dealing
with ‘‘salaries” of partners, should be eliminated. In the
alternative, the imputed compensation should be reportable
at the same time and as part of the distributive share of the
partners’ profits. Furthermore, it should be made clear
whether the imputed compensation is to be treated as such
for purposes of the withholding tax, unemployment compen
sation tax, social security tax, pension and profit sharing
plans, etc.

163
731

The rule as to the effect of liquidation of a partner’s inter
est should correspond to the rules applicable to the liquida
tion of a corporation. The partner’s basis or the basis of
the assets to the partnership, whichever is higher, should
apply (with the partnership basis of the assets considered
as their fair market value if that value is less than the
partnership’s basis).
164

731(a)

Since, in order to determine whether distributions exceed
the basis of the partner’s interest, it will be necessary to
include the prorata share of the earnings, a difficult and
impractical computation will arise in connection with a
determination of basis during the year. To simplify matters,
the approach should be the same as is followed in connec
tion with the determination of earnings and profits of a
corporation and their availability for dividend purposes,
namely, the earnings for the entire year should be consider
ed. If before the close of the year the interest of a partner
terminates, then the point of measurement should be the
earnings at the time of termination.
165

734

The 1939 Code provision as to the effect of a distribution
of a partnership asset should be restored. It accorded with
economic realities.. The present provision makes possible
manipulation through the deliberate distribution of partner
ship property that has depreciated in value in order to get a
mark-up for the partnership on property that has appreciat
ed in value and is about to be sold. If the 1939 provision
is restored, the problem of valuation and allocation that
there arose can be obviated by using as the ratio the basis
to the partnership of the assets distributed compared with
the basis of all assets of the partnership. (This will corre
spondingly affect sections 732 and 733.)
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Section

166

736(a)

1. The limitations with reference to the number of years
should be removed as the result it produces is completely
unrealistic.

2. In any event, the limitations should not apply to a part
nership where capital is not a material income-producing
factorc
3. On the other hand, recognition should be accorded to the
right of the partnership and the individual to enter into a
contractual relationship after the retirement, as long as the
status of the individual is other than as a partner.

736(a)

167
If any payments are not to be deductible by the continuing
partners, the payments should increase the basis of their
interest in the partnership. Conversely, the amount receiv
ed by the former partner should be considered as an addi
tion to the sales price of his partnership interest.
168

742

The exclusion under section 751 should be a reduction of
the basis of a partner’s interest or else there will be a
double benefit. The increase in the distributive share of
the partner’s profit adds to his basis. Unless the exclusion
serves as a reduction of the distributive share, it should
serve as a reduction of the basis in the partnership. An
other way of handling this adjustment is through section
751(b)(1), where the exclusion is allowed. The exclusion
could there specifically be labeled as a decrease in the
partner’s distributive share of the partnership profit.
169

743(c)(1)

No further allocation of basis should be permitted to inven
tory. In addition, if the allocations are to be made in pro
portion to the adjusted bases of the assets, it will mean
that there cannot be any allocation to goodwill and it will
also mean a disproportionately low allocation to assets with
a low base but a high market value. The criterion for allo
cation should therefore be in all instances fair market value
of the assets involved.

170

743(d)

There should be an election each year to adjust the basis
of partnership property in respect to transfers that took
place during that year.
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Section

171

761(a)

It should be made clear that the ownership of real estate as
tenants-in-common is not a partnership where the real
estate is held for rental, investment or sale.

172
901

The foreign tax credit should be carried back and forward
to prevent it from being lost completely in cases where the
domestic parent has a loss in the year in which the foreign
dividend is received.
173

951(a)

The definition of a “branch” in a foreign country should be
extended to include wholesale establishments. This corre
spondingly applies to sections 951(b)(1)(A) and 923(a)(3)(A)
174

1035

1201

On a foreclosure, the value of the property acquired in the
foreclosure should be applied against the debt. The tax
consequences as to the balance of the debt should be de
pendent upon the circumstances at the time. The status
for capital asset purposes of the property acquired in the
foreclosure should be dependent upon its own character
istics, just as if the property had been independently pur
chased by the taxpayer.

175
The alternative tax should not be in excess of 25% of the
amount of the net taxable income. (This would correspond
in a way to the restriction on the dividend credit to 85%
of the net corporate taxable income.)
176

1211(b)

Income from the discharge of indebtedness should be re
duced by any capital loss incurred in connection with the
liquidation of the indebtedness, as in the case of the sale
of collateral against the indebtedness.
177

1212

A two-year carryback for capital losses should be allowed
just as in the case of net operating losses.
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Section

178

1221(4)

Clarification is needed as to the reference to section 1035.
That section refers to the capital gain section and the
capital gain section in turn refers to section 1035.
179

1221(4)

1231

The provision excluding notes and accounts receivable
from the status of capital assets should be extended to ex
clude all accounts and notes receivable to the extent that
their receipt did, or their collections would, depending on
the method of accounting employed by the taxpayer, consti
tute an item of ordinary income.

180
Gain or loss on property used in the trade or business, etc.,
should be treated uniformly as ordinary income or loss.

181
1232(a)(1)

1232(a)(2)(A)

To close the loophole on retirement of discount bonds dur
ing 1954, reference to January 1, 1955 should be changed
to January 1, 1954.
182
To shorten the period when the loophole on sale or ex
change of discount bonds is possible, the reference to
December 31, 1954 should be changed to February 28, 1954.

183
1232(a)(2)(A)

Eliminate the complications that attend upon the ratio cal
culations. Instead, the entire original discount on the bond
should be deemed recovered to the extent of the gain in
volved in the transaction. On the other hand, no ordinary
income shall be applicable in any situation where the cost
of the bond is in excess of the price to be collected at
maturity or any earlier call date.
184

1232(b)(1)

The reference to one-tenth of one per cent of the redemption
price at maturity should be changed to one-fifth of one per
cent in order to eliminate dealing with insignificant amounts.

185
1232(b)(1)

In addition to the reference to the redemption price at
maturity there should also be added reference to the earli
est call price.
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Section
1234

186

Page A279 of the Ways and Means Committee Report indi
cates that a loss on an option to buy a residence would be
deductible as a capital loss. Is that intended?
187

1237

No inference of non-capital-asset status should attach to
holdings of real property for less than five years. They
should be dependent upon a showing of the facts. (This
same principle should apply to section 1238.) In any event,
both sections 1237 and 1238 should include corporations.
If both these sections are to stand, the restriction on im
provements should be eliminated.
188

1238(b)(1)

If this section (as to real property subdivided for sale)
stands, then the sale of the first five lots should be regard
ed as sales of capital assets, regardless of when the sale
of the sixth lot takes place.
189

1501

The inclusion in the Code of the previous regulations on
consolidated returns is undesirable. It creates an inflexi
bility that does not now exist. It also means that in any
change of the basic law, revision will have to be made,
right then, in any related provision in the law affecting con
solidated returns, whereas experience with the regulations
has shown that it takes considerable time adequately to
work this out.

190
1501

The requirement that the consent of all members of an
affiliate be obtained would prevent the filing of a consoli
dated return where a subsidiary which was at least 80%
but less than 95% owned was sold prior to the time H.R.
8300 was introduced and where the common parent corpora
tion at the time of sale failed to obtain consent of such
subsidiary. This inequity should be removed.

191

1505(a)(2)

The election to file consolidated returns should be avail
able annually.
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Section
1505(a)(2)

192
If no annual election as to consolidated returns is permit
ted, then the election should be made to apply to the tax
able year affected by a change in faw, irrespective of the
filing of a prior year’s return before or after the date the
change is effected or enacted.

193

1505(a)(2)

The word “substantially” should be eliminated since it is
an unnecessary extension of the present regulations.
194

1514(a)

The 2% additional surtax on income reported on a consoli
dated return should be eliminated.
195

1524

The provision in parenthesis in section 1524(1) should
also appear in section 1524(2) with the same wording.
196

1623

The consolidated return requirement set forth in the last
sentence should be eliminated so that the general limita
tion would also be inapplicable to an 80% owned subsidiary
which filed separate returns for prior periods

197

1629

If an affiliated group is formed or augmented after enact
ment various deductions otherwise applicable are restrict
ed.
The restrictions on the utilization of deductions
should be limited to those cases in which utilization
would constitute an abuse of consolidated returns
The
qualification immediately following subsection (2) (D)
should be extended to subsection (1).
198

1707(c)(2)

It should be made clear that the principles of section 334(c)
apply where the stock of a corporation is really acquired
as a mere step in a plan to acquire its assets and the
corporation is liquidated forthwith. Since the liquidation
of such a corporation might not be completed within 30
days, a reasonable period of time, such as six months,
should be specified. Unless this were the case, it appears
that the subsidiary would be required to join in making the
consolidated return and that upon liquidation the basis of
the property would be the same as it would be in the hands
of the transferor.
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Section

199

1708(b)

No adjustment of the opening inventory should be required
in the first year a consolidated return is filed. As present
ly stated the rules permit either double taxation or double
deduction which may not be adequately cured in the final
consolidated return year.

200
1732

6042

The section as now written should be eliminated or it
should be amended to permit allocation by agreement among
the members of the consolidated group. It should be pro
vided that, in the absence of such agreement, the alloca
tion should be according to regulations to be prescribed by
the Secretary or his delegate.

201
The requirements in section 147(d) of the 1939 Code for
information returns on income payments to others should be
be restored. They should provide a valuable audit mechan
ism.
202

6046

This section, relating to filing of reports by advisors as
to foreign corporations, should be eliminated as experience
has demonstrated its impracticability. At the very most the
return should be required only if the formation or reorgani
zation is consummated.

203

6071

There are several provisions in the law that will apply to
fiscal years that closed in 1954 before the date of enact
ment. In many of those cases returns for those fiscal years
will have already been filed. Those taxpayers should be
required to refile their returns at the same time as returns
due by calendar year 1954 taxpayers. Refunds and de
ficiencies should bear no interest. Provision should be
made for “quickie” refunds. In the alternative interest
should be payable on deficiencies and refunds after a cer
tain date. (This correspondingly applies to the various
provisions of subtitle F, Part V.)
204

6073

The final estimate of individual income tax should be made
by February 15 to enhance the prospect of final returns in
the light of the fact that W-2’s become available generally
at January 31. (This correspondingly applies to sections
6015(f) and 6153(a).)
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Section
6073(c)

6075(b)

205
The restriction as to one amendment of a declaration be
tween installment dates should be eliminated. (This cor
respondingly applies to the inference in section 6074(b).)

206
The due date for the gift tax return should be April 15 to
coordinate with the due date of individual income tax re
turns.
207

6081(b)

To be realistic, termination of extension of time for filing
returns should require a return by not less than twenty
days from the termination notice.
208

6653(a)

The negligence penalty for intentional disregard of re
gulations should not be imposed if the taxpayer disagrees
in good faith and attaches a statement of his position to
the return.

209

6654

The effective date as to additions for failure to pay esti
mated tax should not be before January 1, 1955, at least
for tax years beginning after enactment, so as to avoid
penalizing declarations already filed in good faith under
existing law.
210

6654

The amounts for failure to pay adequate estimated tax
called “additions” should be called “interest” and there
by become deductible. (This correspondingly applies to
section 6655).
211

6901(d)

The intent set forth on page A422 of the Ways and Means
Committee Report about extension of time to file a claim
for refund by a transferee during the extended period arising
out of overpayments by the transferor should be made clear
in the statute.
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Section
7502(a)

212
The date of mailing of a return should be treated as the
date of filing. The exclusion of returns should be elimi
nated. It should also be made clear that this applies to
Tax Court petitions.

213
7851(a)(1)(A)

The provision that excludes from the operation of the 1954
Code taxable years beginning after December 31, 1953 and
ending prior to date of enactment, should be reexamined.
It creates the possibility of getting out from under the
loophole closeup during that period.
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